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OUTLOOK

The State and Local
Outlook: 1990
By Paul E. Polzin

1990

Economic
Outlook
Seminar

his issue of the Quarterly contains the
f
■
1
presentations made at the annual
Economic Outlook Seminars held in
January and February in cities
throughout the state. At each seminar,
BBER researchers outlined the
economic prospects for Montana and
each local area in 1990. Also covered
was a look at the state's natural
resource industries. Each speaker's
remarks are included here, along with the statistical
tables and charts that were distributed at the
meetings.
Bureau director Paul Polzin led off each seminar
with a summary of the state and national forecasts for
1990. He then looked specifically at the outlook for
Montana's three regions, and described the economic
prospects for each of the seminar cities: Billings,
Bozeman, Butte, Great Falls, Helena, Kalispell, and
Missoula.
?
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ver the past year, Bureau researchers noted
some encouraging trends in the M ontana
economy. Nonfarm labor income, the best mea
of overall economic performance, turned upwa
and continued to increase—albeit irregularly. The
annual data for 1988 showed an increase over 1987,
and the figures for the first half of 1989 are above
the corresponding numbers for 1988.

O

The 1988 and 1989 increases were small. We
have repeatedly referred to this turnaround as
a “fragile recovery” because any one of a number
of events could halt it. Nevertheless, the in
creases were significant because Montana’s
economy had experienced declines in six of the
first eight years of the 1980s.
To see why these modest increases are such
good news, we must put them into context by
systematically analyzing the Montana economy.
First, we will look at the economic indicators
to identify past trends. Second, we will examine
the factors that caused these trends. Finally, we
will look at forecasts for the future. After analyz
ing the statewide economy, we will narrow our
focus and repeat the same process for Montana’s
multicounty regions and the major urban areas.

Montana’s Economy
General Economic Indicators
our indicators are used to gauge the overall
trends in the Montana economy:
• Population;
• Per capita income;
• Personal income; and
• Nonfarm labor income.
Each of these indicators measures a different part
of the economy, and they may not have iden
tical trends in the short run. But, taken together,
they provide good overviews of the general con
dition of the state’s economy.
Population. Population change is an impor
tant indicator of the economy. People will move
to and stay in an area where there are jobs and
other opportunities. Population is a lagging

F
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18.3% o f
M o n ta n a ’s
e c o n o m ic base
in 1 9 8 8

economic indicator. That is, changes in popula
tion trends usually lag behind the other general
economic indicators. Therefore, as we will see
later, Montana’s population declines in the
mid-1980s were the result of poor economic con
ditions earlier in the decade, rather than a har
binger of future declines. And the recent
stabilization of the population (figure 1) may be
associated with the “fragile recovery.”
The data clearly show that Montana’s popula
tion increased rapidly during the 1970s and con
tinued to grow in the 1980s. A peak was reached
in 1985, followed by a slow downward trend.
The population declines may have ended.
Data just released by the U.S. Census Bureau
show M ontana’s 1989 population to be
estimated at 806,000, as compared to 805,000
in 1988.
Per Capita Income. The second general
economic indicator is per capita income, which
is equal to total personal income divided by
population. Per capita income is a measure of
economic well-being—that is, how well off is the
average person. In this article, per capita income
has been converted into constant 1988 dollars
to eliminate the effects of inflation.
Figure 2 shows per capita income for Mon
tana and the United States from 1970 to 1988.
This graph helps to put into perspective the re
cent concerns about Montana’s declining per
capita income relative to the national average.
Specifically, between 1980 and 1988, per capita

Figure 1
Population, Montana
1970 -1989

Source: U.S. Department of Commerce,
Bureau of the Census.

4

income in Montana remained stable, after cor
recting for inflation. At the same time, per capita
income in the United States continued upward.
Consequently, the ratio of the Montana figure
to the U.S. average declined from about 90 per
cent in 1980 to approximately 78 percent in
1988.
Stated differently, Montanans in the 1980s did
not enjoy the same benefits of economic growth
as did the residents of other parts of the coun
try. In contrast, Montana’s per capita income
actually grew faster than the nation’s in the
1970s. It rose from about 87 percent of the U.S.
average in 1970 to approximately 90 percent in
1980.
Nonfarm Labor Incom e and Personal
Income. Nonfarm labor income is the wages
and salaries, proprietors’ income, and other
labor income of all employed persons—except
those working on farms and ranches.
Agriculture is excluded because of its volatility;
the significant year-to-year changes in farm in
come may mask important trends elsewhere in
the economy. Nonfarm labor income is used in
stead of gross national product (GNP) which is
not available for local areas. It measures the
overall economic activity in a region.
Figure 3 presents nonfarm labor income data
from the first quarter of 1979 to the second
quarter of 1989. These data clearly show several
distinct trends in the Montana economy dur
ing the last decade. First, there were sharp

Figure 2
Per Capita Income
Montana and the United States
1970 -1988

Source: U.S. Department of Commerce,
Bureau of Economic Analysis.
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declines from late-1979 to late-1982. This cor'
responds to the most severe national recessions
since World War II. These cyclic downturns were
exacerbated here in Montana by a number of
closures and plant shutdowns. For example, the
Milwaukee Railroad shutdown and the smelters
in Anaconda and Great Falls closed.
Second, there was a modest recovery in 1983
and 1984. This was when we thought we were
“out of the woods.” Nonfarm labor income rose
about 3.5 percent from the late-1982 to early-1984
trough. Nationally, this was the beginning of the
period of sustained economic growth which con
tinues to the present.
Third, the economy started to decline again.
There is a slow downward trend in nonfarm
labor income that began late in 1984 and con
tinued to early-1988.
Finally, we come to the “fragile recovery.” Non
farm labor income turned upward beginning in
early-1988. Notice that the quarterly inwere modest and sporadic. But, they were in
creases nevertheless. Overall, nonfarm labor in
come in the first half of 1989 was up a little less
than 1 percent from the corresponding figure
for the first half of 1988.

The Basic Industries

‘‘One of the dominant features of the
1980s was the decline of labor income
in many of Montana’s basic industries.”
Figure 3
Total Personal Income & Nonfarm Labor
Income, Montana
1st Quarter 1979 to 2nd Quarter 1989

Source: U.S Department of Commerce,
Bureau of Economic Analysis.

$30,000 of basic labor income represents the
salary of one worker, or the incomes of two
asic or export industries are the major
workers each earning $15,000.
determinant of growth (or the lack of it)
in Montana’s economy. These industries depend Our estimates of labor income in the basic in
dustries are not accurate to the last cent. Com
heavily on markets outside the state or are other
plete information was not available for all the
wise influenced by factors that originate beyond
basic industries, and we had to make a few
the state’s borders. The major examples of basic
“ballpark” estimates. Even so, our estimates are
industries are the natural resource industries—
based on the best data available.
agriculture, mining, and wood and paper pro
Changes in the economic base are largely
ducts. Other basic industries include nonresi
responsible for the recent trends in Montana’s
dent travel (tourism), the federal government,
economy. They do not provide a complete ex
railroads, and certain types of manufacturing.
planation, however, and we cannot identify the
The labor income of workers in basic industries
cause of each blip and squiggle in each general
injects new funds into Montana’s economy,
economic indicator. The relationship between
which creates additional income as these dollars
the basic industries and the rest of the economy
are spent and respent in the state.
is subtle and complex. There may be time lags,
The basic industries are best analyzed in terms
for example, that cloud the relationship between
of labor income rather than employment, out
the basic and derivative sectors (industries that
put, or production. It is the amount of basic in
serve the local population). Also, the data may
come that is earned and spent.in a local area
have different reporting periods— personal in
that affects its economy, not necessarily the
come and nonfarm labor income are reported
number of basic workers, the board feet of
quarterly, while labor income in basic industries
timber, or the ounces of gold that are produc
is available annually. Finally, during certain
ed. In addition, it makes little difference whether

W ood &
P aper
P rod u cts
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Millions
of 1988$

Figure 4
Labor Income in Basic Industries
Montana
1979 -1988

Sources: U.S. Department of Commerce, Bureau of Economic Analysis and
University of Montana, Bureau of Business and Economic Research.

periods, national factors rather than local
changes may affect the nonbasic industries. For
example, the health care growth in Montana
and the major urban areas, which we will see
later, appears to be relatively independent of the
trends in the local economic base.
Figure 4 presents labor income in Montana’s
basic industries from 1979 to 1988. As with most
of our data, it has been converted to constant
1988 dollars to eliminate inflation. Total labor
income for all basic industries along with figures
for each industry have been presented for 1988.
The extreme volatility of agricultural labor in
come and its potentially distorting effect on total
basic labor income is pictured in figure 4. The
two-year drought of 1984 and 1985 is easily seen,
along with the recovery in 1986 and 1987. The
decline in 1988 reflects the drought of that year.
Ignoring agriculture and looking at the nonfarm basic industries’ totals, we can see the same
trends we saw earlier in total nonfarm labor in
come. Specifically, there were sharp cyclic
declines from 1979 to 1982; recovery in 1983 and
1984; slow but persistent decreases in 1985, 1986,
and 1987; and finally, a modest upturn in 1988.
Each of these trends was the net result of dif
ferent events in specific basic industries. Look
ing at the most recent events first, the
turnaround in 1988 was the result of an end to
the declines in railroads and oil and gas explora

6

tion combined with a healthy increase in metal
mining (included in nonfuels mining) and ap
proximate stability in the other basic industries.
The value of production and employment have
risen by more than 40 percent in the last few
years, and that metal mining is one of the few
bright spots among Montana’s basic industries.
Turning back to the earlier periods, we can
see that the 1979-1982 decrease was due to
widespread declines in many basic industries.
There were permanent shutdowns—such as the
Milwaukee Railroad and the smelters at
Anaconda and Great Falls (these are classified
as “other manufacturing”). There were also cyclic
declines—the worst were in wood and paper pro
ducts, but they also occurred in other basic in
dustries. O n the other hand, these decreases
were moderated by the 1981 peak in oil and gas
exploration.
During the aborted recovery of 1983 and 1984,
there were upturns in a number of basic
industries—especially wood and paper products.
But, they were counterbalanced by decreases in
oil and gas exploration and railroads.
The slow downward spiral from late-1984 to
early-1988 is attributed to continued decreases
in oil and gas exploration. The labor income in
the other basic industries remained approximate
ly stable.
One of the dominant features of the 1980s was
the decline of labor income in many of Mon
tana’s basic industries. These decreases do not
necessarily mean that the industries were reduc
ing their output and production. Many of the
basic industries are now in the midst of struc
tural and technological change, or are reacting
to different market or regulatory conditions.
New capital investments and other innovations
increased the productivity of workers.

The Multicounty
Regions

e have divided the state into the three
multicounty regions shown on the
map. Analysis of these regions provides a r
idea of the general trends in broad areas of the
state. They correspond roughly to the Billings,
Great Falls, and Missoula trade areas.
The population data for each area presented
in figure 5 show that very different regional com
ponents make up the statewide trends examined

W
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Figure 5
Population
Montana’s Multicounty Regions
Thousands
1979-1988

NORTHEAST

WEST
SOUTHEAST

Source: U.S. Department of Commerce,
Bureau of the Census.

Figure 6
Nonfarm Labor Income
Montana’s Multicounty Regions
1st Quarter 1979 to 2nd Quarter 1989
Millions
of 1988$

Source: University of Montana, Bureau of
Business and Economic Research.

earlier. In the 1970s, the Southeast and the West
grew at very similar rates, while the Northeast
remained relatively stable.
Turning to the 1980s, we can see that the
population in the West remained roughly stable
from 1979 to 1982, grew slowly in 1983 and 1984,
and then stabilized again in 1986, 1987, and
1988. In the Northeast, the number of residents
increased slowly in 1981 and 1982, followed by
stability from 1983 to 1984, and then declines
since 1985—although the downward trend appears to have moderated in 1987 and 1988. It
was the Southeast region that was mostly

Montana Business Quarterly /Spring 1990

responsible for the dominant trends in Mon
tana’s population in the 1980s. Specifically, as
shown in figure 5, the statewide population in
creases, the peak in 1985, and the subsequent
declines are all mirrored in the graph for the
Southeast.
Nonfarm labor income also has different
regional patterns. Both the West and the North
east experienced declines from 1979 to 1982. The
West then had a modest recovery in 1983 and
1984 followed by approximate stability from 1985
to 1987, and then- increases in 1988 and 1989.
The Northeast was stable in 1983 and 1984,
declined slowly from 1985 to 1987, and has been
roughly stable in 1988 and early-1989. The
Southeast grew sporadically in the early-1980s,
turned downward in mid-1984, and then sta
bilized in 1987, 1988, and 1989.
The major interregional differences can be ex
plained using the spatial distribution of Mon
tana’s basic industries. The sharp declines in
nonfarm labor income were greatest in the West
and the Northeast, which is also where the
wood products industry and other affected in
dustries, such as the smelter at Great Falls, are
concentrated.
The slow downward trend from 1984 to 1987
in nonfarm labor income and the population
declines are most noticeable in the Southeast
and to a slightly lesser extent in the Northeast.
This may be explained by the oil and gas in
dustry, which is primarily located in these two
regions.

“The sharp
declines in
nonfarm
labor
income
were
greatest in
the West
and
Northeast.”
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Montana’s Major Urban
Areas
ue to the lack of space, each of Montana’s
major urban areas will not be discussed
in detail. We will, however, present the data for
the general economic indicators and the basic
industries. We will also provide a brief summary
of the important trends in each urban area.

D

3

Population
Based on the data presented in table 1, the
population trends in Montana’s seven major ur
ban areas may be placed into three categories:

D eceleratin g grow th. Flathead, Yel
lowstone, Gallatin, and Lewis and Clark
counties all experienced population
growth in the 1980s. In each city,
however, the rates of increase have
moderated. With the exception of
Flathead County, there have been
population declines during at least one
of the past few years.

Other General Economic

D eclines. The population of the Butte- Indicators
Anaconda area (Butte-Silver Bow and
Trade C en ter Activities. Quarterly data for
Anaconda-Deer Lodge counties) de
personal
income and nonfarm labor income are
creased from 50,600 in 1980 to 43,200 in
presented
for each community, along with an
1988.
nual figures for labor income in the basic in
Stability. The populations of Missoula dustries. In addition to the traditional basic
and Cascade counties were relatively un
industries—such as mining and wood products—
changed. Missoula County grew by
we have also presented estimates of the labor

1
2

Missoula County

Flathead County
Population

Births

Deaths

E st N et
Migration

52,000
52,200
52,300
53,300
55,400
57,300
58,300
58,000
58,600

900
900
900
900
1,000
900
900
900
800

400
400
400
400
500
500
500
400
500

NA
-300
-400
500
1,600
1,400
600
-800
300

1980
1981
1982
1983
1984
1985
1986
1987
1988

about 2,300 persons between 1980 and
1988, while Cascade County declined by
about 2,500 persons during the same
period.

1980
1981
1982
1983
1934

1985
1986
1987
1988

Population

Births

76,000
76,400
75,200
75,400
76,500
77,300
77,700
78,300
78,300

1,400
1,400
1,300
1,200
1,300
1,300
1,300
1,100
1,100

Yellowstone County

E et N et
Deaths Migration
500
500
500
500
500
500
500
500
500

NA
-500
-2100
-600
400
0
-400
-100
-600

Population
1980
1981
1982
1983
1984
1985
1986
1987
1988

Cascade County
----------------------------------------------------------------------

Population Births

T o h ip 1
n

. . .

n .

V
.,

p.

iL

-

ropulation, Births, Deaths, and
..
t
, . . »
.
Estim ated Net M igration
M ontana’s M jyor Urban Areas
r,

1q q a

t aoo
- l “oo

1980

80,700

1981

80,100

1982
I®83
1984
1985

80,100
81,100
80,800
80,400

1987
1988

78,300
78,200

1986

79,400

Note: N A . denotes not available. Details may not add due to
rounding.
-------------------------------------------------------------------
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1,400

600
700
eoo
600

NA.
-1,500
-900
300
- 1.000
-1,100

1,300
1,300

600
600

-2,000
-®0 0

1,400

600
600

600

1980
1981
1982
1963
1984
1985
1986
1987

50,600
49,600
48,200
47,600
46,400
45,600
44,100
43,600

Births
800
600
600
500
600
600
6 00

500

Deaths

1,900
1,800
1,900
1,800
1,900
1,900
1,900
1,700
1,600

Eet N et
Migration
NA

700
800
800
700
800
800
800
800
800

1,100
2,200
1,800
1,400
600
-1,500
-3,000
-2,400

Lewis and Clark County
E st N et
Migration

-1,800

Population
1980
1981
1982
1983

4 5,8 00

1985
iss e
1987

46,100
4e.4 o o
47,200

i988

4 7,0 00

E st N et
Births Deaths Migration
700

700

300
300
400
300
soo
400
soo
400

-200
-io o
500

700

400

-500

8 00

800
800
aoo
800
7 00

Gallatin County
3

Migration

700
NA.
700
-1,100
500
-1,300
600
-700
500
-1,100
600
-900
500
-1,500
500
-500
1988 43,200 6 0 0 6 0 0 -400

43,000
43,900
44,300
45,200

1934

Butte-Silver Bow and Anaconda-Deer Lodge
C
o u n ts
^
*
c o u n t ie s
E s t N et
Population

Sources: U S . Department o f Commerce, Bureau o f the
Census; M ontana Department of Health; and University o f
Montana, Bureau o f Business and Economic Research.

1,500
1.500
1,300
1,400

Deaths

108,000
110,200
113,400
116,300
118,800
120,500
120,100
118,000
116,400

Births Deaths

Population
1980
1981
1982
1983
1984
1985
1986
1987
1988

42,900
43.900
45,300
46,200
47,600
47,800
48,800
48,500
48,500

Births
700
700
700
700
800
700
700
700
700

Deaths
300
200
300
200
200
300

NA.
400
0
400
200

E st N et
Migration
NA.
600
900
500
900
-400

2 00

600

300
200

-700
-400
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income associated with trade center activities.
These figures represent the labor income at'
tributable to persons from the surrounding rural
areas who come to the cities to shop, see a doctor or dentist, obtain financial services or advice, or conduct other business. It also
incorporates wholesale and other business ac'
tivities that serve adjacent areas. Labor income
for trade center activities should be interpreted
cautiously because they are only “ballpark”
estimates derived using indirect methods. No
labor income for trade center activities are
shown for Flathead County and the Butte'
Anaconda area. This does not mean that cer'
tain firms in these communities do not serve
nonresidents. Rather, taken as a whole, locals
going elsewhere outnumber nonresidents shopping in these communities.
The relationship between basic industries and
the general economic indicators are not always
precise and easy to see. This is true for the individual cities even more so than the state as
a whole because the data for small areas may
be subject to greater error. In addition, the annual basic industry data end in 1987, while the
quarterly figures for personal income and nonfarm labor income extend to mid-1989.
Flathead County. The cyclic downturn and
the subsequent recovery in the early'1980s is
clearly pictured in figure 7. Nonfarm labor income declined slightly more than 23 percent
from the peak in 1979 to the trough in 1982.
The trend then reversed, and nonfarm labor income rose steadily from early-1982 to 1985. It
did not, however, regain its 1979 peak.
Nonfarm labor income was approximately
stable during 1985 and 1986. A general upward
trend began in 1987 and, although sporadic, has
continued ever since. The “spike” in late 1988
was mostly due to the lump sum wage bonuses
paid the workers of the Columbia Falls
Aluminum Company.
The underlying causes of these trends in the
basic industry are clearly pictured in figure 8.
The wood products industry and metal refining, the two largest basic industries, were major contributors to both the 1979-1982 decline
and the following recovery. Also, the overall
stability during the next few years is also
reflected in the labor income for these industries,
which were undergoing structural and
technological changes at this time. The data for

Montana Business Q uarterly/Spring 1990

the basic industries terminate in 1987 and do
not include the wage bonuses paid in 1988.
The latest data suggest that Flathead Coun
ty is currently the fastest growing of Montana’s
major urban areas. From the first half of 1988
to the first half of 1989, nonfarm labor income
rose about 9.8 percent (even after the decline
from the spike in late-1988) and personal income
increased approximately 7.1 percent.

Figure 7
Total Personal Income & Nonfarm Labor Income
Flathead County
1st Quarter 1979 to 2nd Quarter 1989
Millions
of 1988$

Source: University of Montana, Bureau of
Business and Economic Research.

Figure 8
Labor Income in Basic Industries
Flathead County
1979 -1987

Sources: U.S. Department of Commerce, Bureau of
Economic Analysis and University of Montana, Bureau
of Business and Economic Research.
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“The
downward
trend at
MSU
reflects
both the
state’s fiscal
crises and
lower
enrollments
due to
demograph
ic changes
in the
population.”

M issoula County. Missoula’s economy experienced sharp declines from 1979 to 1982, a
significant recovery in 1983 and early-1984, and
approximate stability from 1984 to mid-1989.
These trends are clearly mirrored in the labor
income data for the basic industries. The wood
products industry, which is notoriously cyclical,
was obviously a major contributor to the overall
trends. But, other basic industries also experi
enced the 1979-1982 declines and subsequent
recoveries.
Basic labor income for trade center activities
increased significantly in 1986 and 1987. Most
of this growth can be traced to our estimates
of the export component of health services—
that is, the nonresidents coming to Missoula for
treatment. There are concerns whether or not
this growth will continue in the future.
Most recently, Missoula’s economy has ex
perienced modest growth. Nonfarm labor in
come and personal income both rose about 1.6
percent from the first half of 1988 to the first
half of 1989.
Y ellow stone C ounty. The 1979-1982
declines were hardly noticeable in Billings’
economy. Sporadic growth continued until mid1985, when nonfarm labor income turned
downward. These declines continued until
late-1987.
Nonfarm basic labor income also turned
downward in 1984. The largest decreases were
in food products (which includes meat packing),

Figure 9
Total Personal Income & Nonfarm Labor Income
Missoula County
1st Quarter 1979 to 2nd Quarter 1989

Source: university of Montana, Bureau of
Business and Economic Research.

10

mining (oil and gas exploration), railroads, and
other manufacturing.
Trade center activities are the largest basic in
dustry in Yellowstone County. The apparent
stability of this industry in the last few years may
be misleading because our statistics are not very
precise. Energy-related industries in southeastern
Montana have declined significantly, and these
downward impacts would be transmitted from
rural areas to Billings via the trade center ac
tivities. Better information might provide more
insights into this process.
Beginning late in 1987, Yellowstone County
has experienced modest growth. Nonfarm labor
income in the first half of 1989 was about 3.1
percent above its value a year earlier, while there
was a corresponding rise of 2.7 percent in per
sonal income.
Cascade County. The 1979-1982 declines in
the Great Falls economy were due to the closure
of the Anaconda smelter and the departure of
several units from Malmstrom Air Force base.
Since 1982, there has been a slow but persistent
decrease in the labor income associated with
trade center activities. These declines were most
ly in wholesale trade, and may reflect the grow
ing tendency for retailers to deal directly with
manufacturers. Great Falls’ role as a retail, finan
cial, and medical center appears unaffected.
The impact of the increase in the 301st Air
Refueling Wing may turn out to be less than an
ticipated. For the year as a whole, nonfarm labor

Figure 10
Labor Income in Basic Industries
Missoula County
1979 -1987

Sources: U.S. Department of Commerce, Bureau of
Economic Analysis and University of Montana, Bureau
of Business and Economic Research.
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income in 1988 was up only 1.6 percent com
pared to 1987. This increase was certainly bet
ter than the declines of earlier years, but it may
be disappointing to those expecting a bigger im
pact. The numbers, however, may be revised as
the estimates of local military labor income are
updated.
Both nonfarm labor income and personal in
come declined during the first two quarters of
1989. We do not have the detailed information
needed to identify the cause. Because of these
decreases, nonfarm labor income in the first two
quarters of 1989 was about 1.0 percent below
the corresponding period in 1988, while personal
income was unchanged.
Lewis and C lark County. The cyclic
declines and recoveries are not present in the
Helena area economy. Neither nonfarm labor
income nor personal income display the ups and
downs associated with the recessions of the
early-1980s.
The two largest components of Helena’s
economic base are state and federal government.
Taken together, they accounted for about 61.1
percent of the labor income in basic industries
in 1987. Both are traditionally noncyclic in
dustries.
State government labor income declined in
1986 and 1987. This decrease started before the
state government pay freeze in 1987. Conse
quently, we anticipate a further decline in the
1988 data.

Figure 13
Total Personal Income & Nonfarm Labor Income
Cascade County
1st Quarter 1979 to 2nd Quarter 1989

Source: University of Montana, Bureau of
Business and Economic Research.

Montana Business Quarterly/Spring 1990

Figure 14
Labor Income in Basic Industries
Cascade County

Sources: U.S. Department of Commerce, Bureau of
Economic Analysis and University of Montana, Bureau
of Business and Economic Research.
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. . the
overall
forecast for
the
Montana
economy is
for slow
growth, but
growth
never
theless.”

Increases in trade center activities counter
balanced the declines in state government. Trade
center activities in Helena are primarily in
finance and services, rather than retail and
wholesale trade. The most rapidly growing com
ponent of trade center activities has been health
care. As in the other communities experienc
ing similar increases, there is reason to be con
cerned about whether or not future growth will
continue in this industry.
The latest data show slight declines in the
Helena economy. Between the first half of 1988
and the first half of 1989, nonfarm labor income
declined 4.3 percent and personal income drop
ped 2.9 percent.
Butte^Anaconda Area. The early- 1980s saw
persistent declines in all measures of the local
economy. Nonfarm labor income decreased by
almost one-third and personal income dropped
about 15 percent between late-1979 and 1986.
These trends were primarily due to the demise
of the Anaconda Company, which closed its
Anaconda refinery in 1980 and ceased opera
tion at the Berkeley Pit in 1983.
On the bright side, the downward slide in per
sonal income and nonfarm labor income did not
continue. All of the negative impacts had
worked their way through the economy by 1986,
and were relatively stable since then. The fourth
quarter 1988 spike in personal income and non
farm labor income appears to be associated with
the wage bonuses paid mining workers.
The Butte-Anaconda area now has an
economy based on relatively stable and noncydic industries. The Montana Power Company
and its subsidiaries are now the largest compo
nent of the economic base, accounting for 26.1
percent of basic labor income in 1987. Next are
Montana College of Mineral Sciences and
Technology and Warm Springs State Hospital,
accounting for 17.5 percent, and the federal
government, with 13.9 percent. The resumption
of underground mining is not reflected in the
data for the basic industries because it began
in 1988.
The latest data show a very slight upward
trend. From the first half of 1988 to the first half
of 1989, nonfarm labor income was up 0.6 per
cent while personal income rose 0.9 percent.
Gallatin County. After experiencing modest
volatility in 1979 and 1980, both nonfarm labor
income and personal income grew steadily from
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Millions
of 1988$

Figure 15
Lewis and Clark County

Figure 17
Butte-Silver-Bow and
Minions Anaconda-Deer Lodge Counties
of 1988$

1981 to 1985. Then, from 1985 to mid-1989, they
have been stable. The extreme vacillation in per
sonal income during 1985 can be attributed to
the quarterly figures for net income in
agriculture, where the estimates of payments and
expenses may not be evenly allocated over the
entire year.
Montana State University is the largest basic
industry in Gallatin County — it accounted for
about 33.6 percent of the economic base in 1987.
Next were agriculture (15.6 percent), nonresident
travel (12.7 percent), and the federal government
(12.1 percent). Manufacturing includes a number
of “high tech” firms and several “top end” sport'
ing goods businesses.
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Calculating Montana’s Population
Growth and Migration
he relationship between population
growth and migration is often
misunderstood. Relatively steady
population increases may, in fact, be
associated with significant changes in the
underlying economic conditions. The data
presented in table 1 (page 8) allows us to sort
out the various factors that affect population
change and net migration.
Population change has three components:
Births, deaths, and net migration. They are
related by the following formula:

T

population change = births - deaths
+ net inmigration
Looking at the figures for Missoula County, for
example, we see that the population increase of
about 400 persons between 1980 and 1981 was
composed of the following:
400 = 1,400 - 500 - 500

The growth from 1981 to 1985 and the follow
ing stability can be mostly attributed to Mon
tana State University and manufacturing. Both
of these basic industries increased during the first
half of the decade, and have been stable or slow
ly declining since 1985. The downward trend
at MSU reflects both the state’s fiscal crises and
lower enrollments due to demographic changes
in the population. The decreases in manufac
turing were caused by the closure of several firms.
The latest data suggest continued stability.
Both nonfarm labor income and personal in
come were unchanged from the first half of 1988
to the first half of 1989.
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Births outnumber deaths in each
community. This means that net outmigration
may occur at the same time there is an
increase in population. For example, in
Missoula County, population rose from about
77,700 in 1986 to approximately 78,300 in 1987
despite the net outmigration of about 100
persons. In other words, the natural increase
(births minus deaths) were more than the net
outmigration.
Missoula and Cascade counties and the
Butte-Anaconda area experienced overall net
outmigration during the 1980s. In Yellowstone,
Gallatin, and Lewis and Clark counties, there
was net inmigration early in the decade. But
this changed to net outmigration as their
population growth rates decelerated later in the
1980s. Flathead County experienced net
outmigration during 1981 and 1982, net
inmigration from 1983 to 1986, and then net
outmigration again in 1987.
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Table 2
Economic Trends for the U.S. Economy
1986 -1992
Actual and Projected as of December 1989
F’rojecte d

Adi ual
1986

1991

1992

2.0

2.5

2.9

5.0

4.1

4.6

5.3

6.7
9.2

8.1
9.6

72
9.4

7.1
9.7

7.2
9.6

1.6

1.5

1.4

1.4

1.4

1.4

6.2

5.5

5.2

5.4

5.3

4.9

1987

1988 1989

Real GNP
percent change

2.7

3.7

4.4

2.9

Inflation (CPI)
percent change

1.9

3.6

4.2

6.0
10.3

5.8
9.3

Housing starts,
millions

1.8

Unemployment rate,
percent

7.0

Interest rate, percent
90-day T-Bills
Mortgage rate

1990

Source: W harton Econometric Forecasting Associates (December 1989).

Forecasts
rojections for Montana, the multicounty
regions, and each of the major urban areas
were prepared as part of the Economics Mon
tana program, which is cosponsored by the
Bureau of Business and Economic Research and
U S WEST.
The outlook for the U.S. economy provides
some of the underlying assumptions for the
Montana forecasts. The latest projections by the
Wharton Economic Forecasting Associates (The
WEFA Group), a national forecasting service to
which the state of Montana subscribes, are
presented in table 2.
The WEFA Group believes that there will be
no recession during 1990. They project relatively
Sources: Wharton Econometric Forecasting Associates
slow growth in the GNP in 1990, and that the
and University of Montana, Bureau of Business and
Economic Research, Economics Montana.
economy will accelerate in 1991 and 1992. Even
so, the 1992 projected growth rate of 2.9 percent
Note: Percent changes based on constant 1988 dollars.
is barely equal to the long-run average. WEFA
also projects relatively stable inflation, interest
The longer term perspective is presented in
rates, housing starts, and unemployment rates.
figure 22. Between 1990 and 1992, Montana per
Statewide Projections
sonal income and nonfarm labor income are
The statewide forecasts for 1990 are sum
projected to grow at 1.8 percent and 1.9 percent
marized in figure 21. Nonfarm labor income in
per year, respectively. Both are less than the cor
Montana is projected to increase about 1.0 per
responding U.S. average.
cent in 1990. This is less than the national figure
In summary, the overall forecast for the Mon
of 2.3 percent. Similarly, personal income is pro
tana economy is for slow growth, but growth
jected to increase in Montana, but at a lower
nevertheless. This is in contrast to the persis
rate than nationwide: The state’s figure is 0.8
tent declines in nonfarm labor income and the
percent, as compared to 2.1 percent for the
stability in personal income that characterized
nation.
most of the 1980s.

P
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Regional Forecasts
The substate forecasts for Montana should be
interpreted with more caution than the
statewide projections. Substate forecasting is a
new development in regional economics. We are
continually improving and modifying our
methods and we are becoming more and more
confident in the outcomes. Nevertheless, we are
still learning, and there is plenty of room for
improvement.
The same set of assumptions concerning the
U.S. economy and most other factors underlie
all the forecasts for the multicounty county
regions and the urban areas. Therefore, the projected trends are similar for the substate areas.
For example, the growth rates may increase in
all the regions and urban areas. Thus, the in
terpretation of the substate forecasts emphasizes
comparisons between and among areas rather
than trends over time. We will be more interested
in identifying the area(s) expected to grow the
fastest or the slowest, rather than the change
in growth rates from one year to the next.
M ulticounty Regions. As shown in figure
23, the Southeast is expected to be the fastest
growing, but not by much; personal income is
projected to rise 1.7 percent per year and non
farm labor income will increase 2.1 percent per
year. The West will be close behind, with per
sonal income projected to increase 1.6 percent
per year and nonfarm labor expected to rise 1.5
percent per year. The Northeast will have the
slowest growth in both personal income and
nonfarm labor income.

Annual
Percent

east
east
east
east
Source: University of Montana, Bureau of Business and
Econoic Research, Economics Montana.
Note: Percent changes based on constant 1988 dollars.

Urban areas. Yellowstone County is pro
jected to have the fastest growth in nonfarm
labor income and personal income as shown in
figures 24 and 25. Next will be Missoula,
Gallatin, and Cascade counties. The slowest
growth is expected to be in Lewis and Clark and
Flathead counties and the Butte-Anaconda area.
The rapid growth in 'Vellowstone and Missoula
counties depend, among other things, on the
continued expansion of health care. In Cascade
County, military spending is crucial. Changes
in any of these factors could dramatically alter
the rankings.
D

Figure 24
Projected Change in Nonfarm Labor Income
Annual
Montana Urban Areas
Percent
1989 - 1992
Change

Figure 23
Projected Change in Personal Income
and Nonfarm Labor Income
Montana’s Multicounty Regions
1989 - 1992

Annual
Percent
Change

Figure 25
Projected Change in Personal Income
Montana Urban Areas
1989 -1992

Source: University of Montana, Bureau of Business and Economic Research, Economics Montana.
Note: Percent changes based on constant 1988 dollars.
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CONSUMER OUTLOOK

The 1990 Montana
Consumer Outlook
By Mary L. Lenihan

Mary L. Lenihan,
Quarterly editor
and BBER
researcher, presented
the Montana
consumer outlook for
1990. Her
presentation is based
on telephone surveys
of Montana
consumers that are
conducted with The
Montana Poll, a
project cosponsored
by the Great Falls
Tribune.

or eight years now, the Bureau of
because consumer spending accounts for twothirds of the gross national product, the broadest
Business and Economic Research has
measure we have of the nation’s economic
been measuring Montanans’ opinions
about the consumer segment of the
growth. A sharp drop in consumer spending
economy. We do this through a twice-yearly
could spell disaster for the economy. Since con
telephone survey of a representative cross-section
sumer attitudes indicate consumers’ willingness
to purchase consumer items, economists watch
of Montana adults. The survey asks a series of
for changes in these attitudes. That’s why, from
questions about Montanans’ consumer at
time to time, you’ll see the news media report
titudes. From their responses, we have developed
a composite measure of how consumers are feel
a major spending drop, or announce an outstan
ing. We call this measure the Montana Index
ding retailing period. Several groups look regular
of Consumer Sentiment. As an index measure,
ly at consumer attitudes nationwide. They
it tells us not only how Montana consumers are
include the WEFA Group, the national
feeling at any given time, but also how their cur
economic forecasting firm that is the source of
our national projections; the Conference Board,
rent feelings compare with earlier sentiments.
In addition, we examine their attitudes by
an organization that supplies research and other
region, so we can also see how Montana con
services to U.S. businesses; and the University
sumer attitudes in one part of the state com
of Michigan, whose National Index of Con
sumer Sentiment has been tracking consumer
pare with attitudes in other regions.
attitudes since 1952.
W h y study consum er attitudes? Econo
The M ontana Index. Our Montana Index
mists closely monitor consumer attitudes
is modeled on the one developed by the Univer
sity of Michigan. Twice yearly, in June and

F

Figure 1
Index of Consumer Sentiment
Montana
1982-1989

'82 ’83 ‘83 '84 *84 ’85 '85 *86 ’86 ‘87 '87 ’88 ’88 '89 '89
Source: University of Montana, Bureau of Business and Economic
Research, Survey of Consumer Sentiment and the M ontana Poll.

16

“Over the last two years, the
sentiments have grown
increasingly more posi
tive. . .
December, we ask consumers a series of ques
tions:
• How their own household fared financial
ly in the past year;
• If they expect their household economic
situation to improve in the next twelve
months;
• How they expect the state’s economy to do
in the next twelve months and the next five
years; and
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• If they think the next six months would be
a good time to buy major retail items such
as furniture and appliances.
T he Index Since 1982. Figure 1 shows the
Index figures over the entire period we have conducted this project. The first year, 1982, is the
base year, which we assigned an Index figure
of 100. The other Index figures indicate consumer attitudes in relation to that first year.
In 1982, the Montana economy was at the end
of the early 1980s recession period. Consumer
attitudes grew steadily more optimistic in 1983,
and stayed relatively high in 1984. As the
recovery from the recession slowed, consumer
sentiments dropped. Over the last two years, the
sentiments have grown increasingly more
positive and have approached the figures re
corded in 1983 and 1984.
W hy th e changes? Economists know that
consumers respond to various economic factors,
some personal or local and others regional or
national. Obviously, a loss of a job, or a raise,
would change someone’s outlook. The views of
family and friends can also affect one’s outlook.
In addition, major local or regional economic
news, such as a plant closure or a major business
moving in, would also affect attitudes. In fact,
we’ve found that Montanans’ attitudes toward
the state’s one-year and five-year economic pros
pects are the most varied, and therefore have
had the greatest impact on the Index figure.
For example, the latest Index figure for the
state is about 108. This is just a little below the
Index figure of a year ago, and, except for the
December 1988 figure, the highest figure since
the end of 1984. The level of those numbers,
by comparison with the low point in 1986 and
1987, is due to Montanans’ increased optimism
about the state’s one-year and five-year pros
pects.
We have watched over the years to see if
changes in consumer attitudes corresponded to
major national events. We have found no such
correlation. Even the stock market crash of two
years ago had no effect. So our conclusion is
that in expressing their views, Montana con
sumers are responding to the statewide and
regional economic situation. The current Index
figure indicates to us that Montanans as a whole
are remaining relatively confident about the
economy.
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Figure 2
Index of Consumer Sentiment
Montana Trade Areas
December 1988 - December 1989

Source: University of Montana, Bureau of Business and economic
Research, Survey of Consumer Sentiment and the Montana Poll.

R egional D ifferences. Even though the
statewide consumer index is relatively stable,
there are some regional differences. The regions
we use to study consumer attitudes are identical
to the multicounty regions used in our forecasts.
Missoula, Kalispell, and Butte are all in the West
region; Helena and Great Falls are in the North
east region; and Billings and Bozeman are in
the Southeast.
The Index figures, by region, have mostly
showed the same overall trends. That is, a big
change in the statewide figure was usually the
result of an identical change in all three regions.
Only once did a region’s Index drop precipitous
ly in consumer optimism, while the other
regions experienced a notable gain. In 1985, the
collapse of the oil exploration and production
boom in the Southeast region caused a marked
Index decline while the Western and Northeast
regions increased.
The last eighteen months also offer an in
teresting case. In June 1988, the statewide In
dex increased, as did the regional figures. And
the three regions had very similar Index figures.
In December 1988, all regions showed healthy
increases, but the West region rose dramatical
ly. In June 1989, all the figures dropped but there
was a very notable drop in the West. In
December 1989, all three regions and the state
figure rebounded.
As of December 1989, the latest survey, the
three regions had almost identical Index figures
(figure 2).
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I looked at the figures by region and by county
to see if I could pinpoint the cause of the West
region’s more pronounced change. What stood
out were changes in Missoula County. In June
1989, Missoula County attitudes toward the
state’s short- and long-term economic prospects
nosedived. They bounced back in December
1989. While the other counties and the other
regions showed the same trend, the differences
were much less pronounced.
We speculate that the last state legislative ses
sion was especially troubling for Missoula-area
residents. Some of the proposed legislation—
school equalization, for example—was strongly
supported in Missoula, and the fact that many
issues were unresolved was very disappointing.
(The survey was held before the special session.)
Also, the well-publicized cutbacks at the Univer
sity of Montana no doubt had a negative im
pact. These setbacks, com bined with
uncertainty over other local issues, such as the
Champion sawmill in Missoula, seemed to
dramatically affect consumer attitudes.
I haven’t said much about that mid-1989 dip
in attitudes because the drop seemed to be so
localized. We will be very curious to see what
happens to our next survey in June. For the time
being, our conclusion for the regions is similar
to that for the state—consumers show relative
optimism and relative stability.

“We’ve seen a real erosion in sentiment
towards car purchases since 1986, when
those very low-interest rate financing
offers were first introduced...
Retail Items. In addition to the personal and
statewide outlook questions, our consumer
survey also asks Montanans about three specific
consumer markets—major household items,
homes, and automobiles. Responses to the ques
tion about major household items are used in
the calculation of the Index. The others are not.
Our questions do not ask Montanans if they
actually plan to make a major purchase during
the coming year. Instead, we ask if the coming
months would be a good time or a bad time for
someone to buy these items.
Major Household Items. The first category

18

is major household items, such as furniture and
major appliances. Montana consumers were less
likely to express optimism about this m arketonly 45 percent said the coming months would
be a good time to purchase one of these items.
One-fourth said it would be a bad time. There
was not much variation by region.
H om e Buying. Sentiments on home buy
ing have remained optimistic statewide for the
past several years. In December, about 60 per
cent of those we talked to said the next twelve
months would be a good time for someone to
buy a home. Only one-fourth said this would
be a bad time. The rest were unsure. Those in
the Southeast region were especially optimistic,
with two-thirds giving a positive response.
Responses in the other two regions were closer
to the statewide figure.
C ar Buying. We’ve seen a real erosion in sen
timent towards car purchases since 1986, when
those very low-interest rate financing offers were
first introduced. Then, over 60 percent of Mon
tanans said it was a good time to buy a car. In
December 1989, just over 40 percent gave that
response, a proportion that has been relatively
unchanged since 1987. Sentiments by regions
were fairly similar, though again, Southeast area
residents tended to be a bit more optimistic.
N atio n al M easures. How do our figures
compare to national consumer sentiment
measures? The latest overall trends seem to be
very similar. Both the Conference Board and
University of Michigan figures show stability
and relatively strong optimism. Both measures
show 1989 figures far above those of 1982, and
both show far less variation than was true earlier
in the decade. As the Conference Board newslet
ter of December 1989 summarized, the economic
realities of the ordinary person continue to be
favorable.
The WEFA Group’s December newsletter had
similar views. It reported that actual consumer
spending has held up, with the exception of
automobiles. “Overall consumer confidence re
mains high,” it said, “which will help to sustain
growth in the consumer sector.” WEFA cau
tioned that a key uncertainty is the durability
of consumer confidence. However, it does not
foresee a collapse in either consumer confidence
or consumer spending. Our Montana Index of
Consumer Sentiment shows similar trends in
Montana.
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Montana’s Natural
Resource Industries
Past and Emerging Trends in the
State's Economic Base
By Larry D. Swanson
Larry Swanson, the Bureau's director of economic analysis, presented
an overview of Montana's natural resource industries. He included agriculture,
wood and paper products, mining, oil and gas, and nonresident travel and
tourism.
hile Montana has seen both
good and bad economic
times in the last two decades,
an enduring feature of the
state’s economy is its heavy reliance upon
natural resource industries. Included in these
are agriculture, wood and paper products, mining, oil and gas extraction, and nonresident
travel and tourism. Together, these industries
have accounted for 60 to 70 percent of the state’s
economic base in the last two decades.

Figure 1 shows total labor income that
workers earned in Montana’s basic industries
each year since 1970 in inflation-adjusted dollars
(or constant 1988 dollars). The screen
ed portions of the graph indicate basic labor in
come accounted for by agriculture and by
nonagricultural natural resource industries.
Labor income in all of the state’s basic in
dustries peaked in 1973 at more than $3.1
billion. In that same year, average labor earn
ings by all workers in Montana also hit its peak

Figure 1

Composition o f M ontana’s Economic Base
Labor Income of Basic Industries

Sources: U.S. Dept, of Commerce, Bureau of Economic Analysis; and University of Montana, Bureau of Business and Economic Research.
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Counties Most
Economically Dependent
Upon Agriculture
Industry Share of
Local Economic Base
—More than 30% g
-- 20 to 30%
h
1 10 to 20%
—5 to 10%
[JUJ
Based upon 1987 data.
Sources: U S . Department of Commerce, Bureau o f Economic Analysis; and University of Montana, Bureau of Business and Economic Research.
Note: Includes industries largely basic to the state and not more locally basic sectors such as state government and regional trade center activities.

for the two-decade period at about $21,850 per
worker (1988 dollars). In 1973, M ontana’s per
capita income as a percent of the U.S. per capita
income reached 95 percent, its highest level in
decades. In comparison, after settling at about
90 percent in 1979-81, this ratio steadily declined
to 78 percent in 1988, the lowest level in the
two-decade period. Total labor income by basic
industry in the state fell from about $2.4 billion
in 1978 to a low of $1.6 billion in 1985, before
improving to $1.8 to $1.9 billion in 1987 and
1988.
Employment in the state’s basic industries
gradually increased from 103,000 workers in
1970 to 109,000 workers in 1979 before falling
back to about 103,000 workers in 1988.
Significantly, when basic employment was at
its highest levels in the late 1970s, labor income
by all of the state’s workers, both basic and nonbasic, also was at its highest levels, totaling
about $7.6 billion in both 1978 and 1979. Subse
quently, total labor earnings declined in every
year except one until 1986 when earnings stood
at about $6.8 billion in 1988.
As you can see, conditions and trends among
the state’s basic industries are critical factors in
overall conditions in the state’s economy and
the state’s economic standing relative to other
regions in the United States.
The natural resource industries, which repre
sent significant portions of Montana’s economic
base, are briefly profiled in the following sec
tions. Employment and labor income levels in
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each industry during the last two decades, the
industry’s changing share of the state’s overall
economic base measured in both labor earnings
and employment, and those counties in the
state most dependent upon these industries, are
examined. While I will focus on past economic
conditions in Montana, this retrospective look
at the natural resource industries also may of
fer insights into the future of Montana’s
economy.

Agriculture

griculture, the state’s largest basic in
dustry, has had the single greatest impact
on the overall trend in labor income by basic
industry in Montana. Included in this sector are
farm and ranch production and agricultural ser
vices directly contributing to agricultural pro
duction.
While employment levels in agriculture have
only gradually declined during the last two
decades, estimates of labor income received by
agricultural producers indicate that their income
position has eroded considerably. Labor income
in agriculture, which averaged more than $1
billion per year (inflation-adjusted dollars) in the
first half of the 1970s, fell to an average of $540
million in the second half of the 1970s. And
in the 1980s, labor income fell to very low levels
for several years before improving in more re
cent years.
Montana agriculture is heavily dominated by

A
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wheat and cattle production. Cattle prices
plunged an average of $100 a head from 1981
to 1982 and these low cattle prices persisted
before significantly improving in 1988 and 1989,
largely as a result of falling cattle inventories na
tionwide. Cattle numbers in Montana, total
ing 3.4 million head in the mid-1970s, now total
about 1 million less at 2.4 million head, the
lowest level since the early 1960s. However, cat
tle prices have improved and there is evidence
that cattle herds have stabilized and are
rebuilding.
Wheat prices temporarily soared above $5 per
bushel in the early 1970s, largely stimulated by
growing export sales to Eastern Bloc countries
and falling domestic stocks. However, wheat
prices weakened in the last half of the 1970s and
were relatively low through much of the 1980s.
Crop growers in Montana were further plagued
by droughts in 1984 and 1985 and again in 1988.
Reflecting these trends, Montana agricultural
producers’ total cash receipts, which averaged
about $2.5 billion per year in the early 1970s
and more than $2 billion per year in the late
1970s and early 1980s, have totaled only about
$1.6 to $1.7 billion in more recent years. What’s
more, government payments largely in the form
of crop price support and disaster payments are
now accounting for more than 20 percent of
these cash receipts, as compared with 5 to 10
percent through much of the 1970s. For croprelated cash receipts only, government
payments are accounting for 30 to 40 percent
of these receipts in recent years.
While agriculture remains M ontana’s single
largest basic industry, the in d u stry ’s
deteriorating income conditions have reduced
its share of the state’s economic base from over
40 percent in the early 1970s to under 20 per
cent in more recent years (measured by labor
income). However, with the exception of some
of the state’s more populated areas and many
counties in the western part of the state,
agriculture continues to heavily influence
economic conditions in many areas of
Montana.

Figure 2

Share of M ontana’s Economic Base
Agricultural Sector as a Percent of Total Basic Industry

Source: University of Montana, Bureau of Business and Economic Research.

Figures 3 & 4
Industry Employment and Worker
Earnings

Millions
of 1988$

_ ,
.
JLiSibor In c o m e

Source: U.S. Department of Commerce, Bureau
of Economic Analysis.
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Counties M ost
Economically Dependent
Upon the Wood and
Paper Products Industry
Industry Share of
Local Economic Base
-- More than 30% |
- 20 to 30%
H
- 1 0 to 20%
H
- 5 to 10%
Si
Based upon 1987 data.
Source: See map on page 20.

Wood and Paper
Products Industry

Figures 6 & 7

he wood and paper products industry ineludes lumber and wood production, ser
vices involved in timber management, and
paper products manufacturing. Lumber and
wood products production accounts for much
of the industry as a whole.
Employment in this segment of the industry
increased steadily through the 1970s, rising from
about 9,300 workers in 1970 to more than
12,800 workers in 1978. Employment fell con
siderably during the national recession years of

Industry Employment and
Worker Earnings

T

Figure 5

Share of M ontana’s Economic Base
Wood Products Industry as a Percent of Total Basic Industry

Source: U.S. Department of Commerce, Bureau
of Economic Analysis.

Source: University of Montana, Bureau of Business and Economic Research.
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the early 1980s, then rebounded to about 11,300
workers in 1984. However, in each year since,
employment has gradually declined, and stood
at 10,300 workers in 1988. Although employ
ment in lumber and wood products is declin
ing, paper products employment has been fairly
stable during the 1980s after relatively steady
growth through much of the 1970s.
Total labor income by the industry as a whole
increased markedly through much of the 1970s,
peaking at more than $370 million in both 1978
and 1979. Income fell in subsequent recession
years before improving in 1983. However, labor
income has gradually declined in each year
since. The $268 million in labor income that
workers received in 1988 is more than $100
million less than they received a decade earlier.
Average labor earnings per worker in
inflation-adjusted dollars in the lumber and
wood products industry also peaked in 1978 at
more than $27,000 per worker, as compared to
about $23,000 in 1988. Workers in the paper
products industry earn considerably more,
averaging more than $40,000 per worker in
1988, roughly the same amount they did in
1978.
Expansion in the use of waste wood from
sawmills and an extremely good market for
wood products spurred growth in the industry
during the 1970s. Sharp drops in U.S. housing
and construction industries beginning late in
1979 led to several very difficult years. The
period from 1983 through 1985 saw high levels
of wood products consumption nationwide, but
very low prices. Markets improved in 1986 and

1987 and lumber production in Montana
reached record levels. However, employment in
the industry continued to decline, largely as a
result of increased mechanization and shifts
from large-log sawmills to more automated
facilities processing smaller diameter logs.
Timber on private industrial timberlands in
the state is dwindling with higher than an
ticipated harvest rates in recent years, placing
increased emphasis on the national forests to
meet the industry’s timber supply needs. Hence,
a major factor affecting the industry in coming
years is the continuing controversy over the pro
per management of timber cutting in the na
tional forests.

Mining Industry
ontana’s mining industry includes coal
mining; mining of metals such as gold,
silver, copper, and platinum; mining of
nonmetals or industrial minerals such as vermiculite, talc, and phosphate, and processing
of minerals extracted in the state. Oil and gas
extraction, which is sometimes classified as a
mining activity, is addressed in a subsequent
discussion.
Coal mining employment expanded con
siderably through the 1970s with a surge in the
demand for low-sulfur coal and the construc
tion of large coal-fired power plants throughout
the Midwest. Employment grew to more than
1,400 workers in the early 1980s and, after fall
ing back for several years, peaked in 1985. Since
then, coal mining employment has fallen by

M

Counties M ost
Economically Dependent
Upon the Mining Industry
Industry Share of
Local Economic Base
-

More than 30%
20 to 30%
10 to 20%
5 to 10%

g|
H
H

Based upon 1987 data.
Source: See map on page 20.
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Figure 8

Share of Montana’s Economic Base
Mining Industry as a Percent of Total Basic Industry

Source: University of Montana, Bureau of Business and Economic Research.

Figure 9 & 10
Industry Employment and Worker
Earnings

24

about 20 percent.
While M ontana’s overall coal resources are
greater than any other state in the nation, it
ranks eighth or ninth in production. Most of
the coal produced in the state is sub-bituminous
coal; coal that has a moderate Btu value,
relatively high moisture content, and low sulfur
content. Demand for low sulfur coal could in
crease if Congress enacts new legislation aimed
at curbing power plant emissions to combat acid
rain. However, the principal coal markets are
relatively distant utilities in the Midwest and
southcentral regions of the United States. Fifty
to 60 percent of the cost of Montana coal
delivered to these utilities are transport costs.
Therefore, expansion of coal mining in the state
hinges upon Montana coal producers’ ability
to overcome this distance factor.
Employment in the nonmetal mining industry
has been stable to gradually improving through
most of the 1970s and 1980s and currently
stands at about 1,300 workers. Employment in
Montana-mined minerals processing fell steadily
from about 3,500 workers in 1970 to about 1,500
workers in 1980, and to only about 400 workers
by 1985 where it largely remains. Most of the
loss resulted from the scaling back and closing
down of copper refining facilities in the state.
Metal mining employment, which declined
from more than 4,000 workers in the early 1970s
to about 1,200 workers in 1985, has doubled
in the last three years and indications are that
this trend will continue. Expansion of gold and
silver mining throughout the state, resumption
of copper mining in Butte by Montana
Resources, and initiation and expansion of the
platinum-palladium mine in Stillwater Coun
ty largely account for this turnaround in metal
mining employment.
As a result of these improvements in metal
mining, total labor earnings in the mining in
dustry as a whole have improved in recent years
after years of decline. However, the $179 million
workers received in 1988 is still considerably
lower than income levels in the 1970s. Annual
earnings for mining workers remain relatively
high, averaging between $33,000 and $35,000
for the industry as a whole (compared with
highs of more than $37,000 in the late 1970s
and early 1980s). Coal mining workers are
among the highest paid in the state, receiving
nearly $48,000 a year.
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Counties Most
Economically Dependent
Upon the
Oil and Gas Industry
Industry Share of
Local Economic Base
—More than 30% H
—20 to 30%
ff
- 10 to 20%
□
- 5 to 10%
Based upon 1987 data.
Source: See map on page 20.

Figures 12 & 13

Figure 11

Industry Employment and
Worker Earnings

Share of Montana’s Economic Base
Oil and Gas Industry as a Percent of Total Basic Industry

Millions of
1988$

1970-74

L a b o r In co m e

1975-79

1980 - 84

1985 - 88

Source: University of Montana, Bureau of Business and Economic Research.

Today, Montana’s mining industry is much
more diversified than in the past when heavily
dominated by the copper mining and process
ing facilities of the Anaconda Company. This
should make it a more resilient and less volatile
industry overall in the years ahead.

Oil and Gas Industry
Source: U.S. Department of Commerce, Bureau
of Economic Analysis.
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he oil and gas production industry in
Montana includes businesses and workers
involved in oil and gas exploration and extrac
tion and those operating petroleum pipelines
and crude oil refineries. Those employed in
natural gas handling and transmission are not

T
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pt. . the
1980s have
been a
period of
decline for
most of the
natural
resource
industries ”

included in this basic industry because much
of their activity involves distributing gas to instate consumers and users, rather than out-ofstate markets.
Most of the employment in this industry is
in oil and gas exploration and extraction.
W hat’s more, this segment of the industry ac
counts for most of the variations in employment
in the industry. State employment in explora
tion and extraction began building in the
mid-1970s as oil prices started to rise and the
industry responded with more drilling activity.
Crude oil prices more than tripled between 1978
and 1981, sending the industry into a nation
wide drilling “boom” period. During this period,
employment in oil and gas exploration and ex
traction in M ontana shot from about 2,500
workers in the mid-1970s to nearly 7,300
workers in 1981 at the height of the drilling
boom.
However, oil prices, which at one point rose
to more than $40 a barrel, began a rapid des
cent before collapsing to below $13 a barrel in
1986. Exploration and extraction employment
fell to about 2,700 workers in 1986 and has con
tinued to decline. In the aftermath of the drill
ing boom, employment in this segment of the
industry now stands at about the same level as
it did before the drilling boom began. Labor
earnings per worker in inflation-adjusted dollars
averaged about $27,000 in 1988, after rising as
high as $34,000 per worker in 1980.
While the total amount of oil refined in Mon
tana has remained relatively stable over the
years, the number of operating refineries in the

state has declined from ten in the early 1970s
to four today. In the process, employment by
petroleum refineries and pipelines has gradual
ly declined from more than 1,300 workers in
the early 1970s to about 830 in the last two
years. Refinery and pipeline employees are
among Montana’s highest paid workers, averag
ing more than $50,000 per year each.
Regarding the outlook for the oil and gas in
dustry in the next few years, segments of the
industry remain financially troubled, particular
ly among independent oil companies that have
traditionally done much of the exploration and
drilling in Montana and rely on external in
vestor financing. The industry has been very
slow to respond with increased drilling to re
cent improvements in oil prices. However, the
worst should be behind the industry. Any
growth in coming years will hinge largely upon
the direction and stability of oil prices. At the
same time, there haven’t been any major
discoveries of new, previously undeveloped oil
and gas reserves for many years in Montana.
There are major questions regarding the poten
tial size of the state’s remaining oil and gas
resources.

Nonresident Travel and
Tourism Industry

hile 'th e nonresident travel and
tourism industry includes business per
sons visiting the state on business, nonresid
passing through the state while traveling
elsewhere, and vacationers and recreationists,

W

Counties Most
Economically Dependent
Upon the Nonresident
Travel and Tourism Industry
Industry Share of
Local Economic Base
Based upon 1987 § More than
data.
— 20 to 30%

- 1 0 to 20%
- 5 to 10%

30%

■

□
□
m

Source: University o f M ontana, Bureau o f Business and Economic
Research.
Note: The state-level estimate for direct labor income by the industry is
allocated to individual counties based upon REIS data o n labor income in
the lodging sector.
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much of the industry is heavily dependent upon
or associated with the state’s spectacular,
naturally-occurring scenic and recreational
resources.
Estimates of the number of nonresidents
visiting the state in a given year and their level
and pattern of expenditures are difficult to
make, as are estimates of the employment and
labor income resulting from these expenditures.
However, the University of Montana’s Institute
of Tourism and Recreation Research recently
estimated that Montana workers received
roughly $160 million in direct labor income as
a result of expenditures of about $658 million
during a year-long period in 1988 and 1989. This
is somewhat greater than a recent estimate by
the Bureau of Business and Economic Research
on labor income in the nonresident travel in
dustry (estimated last year at about $130 million
in 1987 or about $135 million in constant 1988
dollars).
Using previous studies and information
generated in the Institute’s study and combin
ing it with historical data from a variety of other
sources on sales, income, and employment by
the major sectors affected by nonresident travel
in Montana, the Bureau developed some general
estimates of labor income and employment in
the industry in past years, dating back from and
benchmarked to the estimate of $160 million
in 1988. Employment in the nonresident travel
and tourism industry appears to have steadily
grown through much of the 1970s and 1980s
and this growth is continuing today. However,
the labor income associated with this employ
ment is increasing only slowly because much of
the employment growth in this industry in
volves relatively low-paying, and many times,
only part-time or seasonal employment.
Although slow, growth in the industry appears
to be occurring nonetheless. With little growth,
if not actual decline, occurring in several other
basic sectors in Montana, nonresident travel
and tourism is gradually increasing its role in
Montana’s economy—particularly as an employ
ment source for Montana households that re
ly increasingly upon more th an one
breadwinner and more than one source of
employment and income.
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Figure 14

Share of M ontana’s Economic Base
Nonresident Travel as a Percent of Total Basic Industry

Source: University o f M ontana, Bureau of Business and Economic Research.

Figures 15 & 16
Industry Employment and
Worker Earnings

Source: University o f M ontana, Bureau of Business and
Economic Research (general estimates derived from a variety of
sources).

“In general,
we expect
the 1990s to
be better
than the
1980s...

Millions of

1988$

Labor Income

Source: University o f Montana,
Bureau of Business and
Economic Research (estimates
derived using REIS data, Bureau
of Economic Analysis, U.S.
Department o f Commerce, data
from U.S. economic censuses,
University of M ontana, Institute
for Tourism and Recreation
Research, and o th er sources).
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Summary and
Conclusions

In stark contrast, however, the 1980s have
been a period of decline for most of the natural
resource industries (again, with the exception
of metal mining in the latter half of the decade,
able 1 shows average annual rates of
nonfuel mineral mining more generally, and
change in employment and real labor innonresident travel). Real labor income in the
come for Montana’s principal natural resource
nonfarm, natural resource industries as a whole
industries for four periods during the 1970s and
fell by about 3 percent a year during both the
1980s. The 1970s were generally a period of
growth in the state’s natural resource industries,
first and second halves of the 1980s. Labor in
come received by agricultural producers hit
with the exception of agriculture and metal miiv
disastrously low levels before improving in more
ing in the last half of the decade. Real labor in
recent years. As a result, the state’s economy
come in the state’s nonfarm, natural resource
as a whole went flat, resulting in losses in real
industries increased by more than 3 percent per
labor income through much of this period.
year in the first half of the decade and by more
General estimates of what to expect in terms
than 4 percent in the second half. Coinciding
of growth or decline in these industries as we
with this, real labor income in all sectors of the
enter the 1990s are indicated in the right col
state’s economy grew by more than 5 percent
umn of the table 1. In general, we expect the
and 2 percent a year during these same periods
1990s to be better than the 1980s for most of
in the 1970s.

T

Past and Projected Trends in Employment & Labor Income
In M ontana’s Natural Resource Industries
Table 1

* * ^ I ^he greatest
J L losses will
probably occur in the
lumber and wood pro
ducts industry,
resulting from reduced
timber supplies. Gains
should continue in
the metal mining and
travel and tourism in
dustry.”

Average Annual Rates of Change
------------------Historical----------------— Projected*----Employment:
Labor Income:

E
LI

Seventies

Eighties

1970-74 1975-79

1980-84 1985-88
-2 .8 %
-3.7

-1 .5 %
-3.0

Nineties
1989-92

Lum ber and W ood
Products

E
LI

+ 0 .4 %
+19

+ 4.4%
+ 7 .4

M oderate Decline

Paper Products

E
u

+13.9
+11.8

+ 2 .6
+ 6.3

'+ 5 .1
+ 8 .4

-2.0
-2.8

Metal Mining

E
u

+ 5 .2
+ 7 .5

-10.3
-7.6

-7.9
-10.4

+16.1
+19.4

Nonmetal Mining

E
LI

+ 4.0
+ 5.5

+ 2 .5
+1-4

+ 1 .9
+ 3.4

+ 2 .5
+ 2.2

Generally Stable

Coal Mining

E
u

+35.4
+51.7

+22.8
+29.0

-0.4
-0.4

-3.3
-5.0

Generally Stable

Oil and Gas Exploration E
and Extraction
u

-1:6
+ 6.3

+10.7
+10.5

+ 8 .8
+ 8 .0

-15.9
-1 7 2

Stable to Modest
Growth

Petro Refining

E
u

+ 3 .0
+4.4

-2-6
+ 2.7

-3 2
-1.9

-2.9
-4.0

Generally Stable

Non-Resident Travel

E

+ 0 .9
+ 1.4

+ 4 .6
+ 4 .9

+32
-0.1

+ 5 .5
+ 2 .9

Continued
M oderate Growth

Farm and Ranch

E

+ 0.4

-2.3

-0.5

-1.3

Modest Decline to
M odest Growth

All Nonfarm Natural
Resource Industries

E
L*

+ 0 .8
+ 3 .3

+ 2.6
+ 4 .3

-0 2
-2.7

+0.1
-3.1

Modest Decline to
Modest Growth

AD Sectors o f the
Montana Economy

E
u

+ 3.1
+5.1

+3.1
+ 2 .2

+ 0 .6
-2.0

+ 0.4
-0 2

Stable to Modest
Growth

Generally Stable

Continued Growth

Source: University o f Montana, Bureau o f Economic Research (using data from the U S . Department o f Commerce,
Bureau o f Economic Analysis).
‘ Estimates o r ranges as generally projected by the Bureau of Business and Economic Research (January 1990).
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Figure 17
Natural Resource Industries* Share of Total Labor Income
and Basic Labor Income
Millions
of 1988$

Source: University of M ontana, Bureau o f Economic Research (using aata irom tne u .5 . u ep an m en i 01 com m erce,
Bureau of Economic Analysis).

the natural resource industries, but expect only modest growth if at all for these industries
overall through the first few years of the decade.
The greatest losses will probably occur in the
lumber and wood products industry, resulting
from reduced timber supplies. Gains should continue in the metal mining industry and travel
and tourism industry.
Figure 17 shows that the share of total labor
income directly accounted for by Montana’s
natural resource industries as a whole has stead
ily declined over time, decreasing from about
28 percent in the early 1970s to just over 15 per
cent in the last half of the 1980s. Much of this
decline is attributable to dramatic declines in
labor income in agriculture. However, in the
last half of the 1980s, income in agriculture has
improved while labor income in nonfarm
natural resource industries as a whole has
declined.
The natural resource industries’ share of total
basic labor income also is declining, falling from
an annual average of 69 percent in the first half
of the 1970s to 58 percent in the last half of the
1980s.
While the share of the state’s economy directly
accounted for by natural resource industries has

Montana Business Quarterly /Spring 1990

declined somewhat during the last two decades,
conditions and trends in these industries remain
fundamental determinants of local economic
conditions around the state as well as the overall
performance of the state’s economy.

1990

Economic
Outlook
Seminar
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Agriculture Forecast
By Myles Watts

Myles Watts
discussed the state
outlook for
agriculture. He
heads the
Agricultural
Economics and
Economics
Department at
Montana State
University,
Bozeman.

T

he year 1989 was above average for
Montana agriculture, with farm
labor income probably between
$4504500 million. Under average
weather conditions, 1990 should be

1989.
Since cattle, wheat, and barley generate about
85 percent of the agricultural cash receipts (in
cluding government program payments), this
forecast will concentrate on those commodities.
It is too early to include climatic conditions, so
this discussion will concentrate on commodity
prices. Trends in land prices and agricultural
finance provide insights into the agricultural sec
tor’s health.
W h eat and Barley. Wheat and barley prices
usually move in a parallel manner since they
are close substitutes in production. Feed grain
prices serve as a floor for wheat prices because
if the price of wheat is relatively low, wheat will
be fed to livestock rather than used for human
consumption. The more important influences
on wheat prices are stocks held over from the
previous year, current production, exports and
exchange rates.
Current U.S. wheat stocks are relatively low
and will continue to drop to a projected 443
million bushels by June, 1990. The lower stocks
should put some upward pressure on prices. The
amount of pressure will depend on what actually
Table 1: Montana Land Prices Compared
to Contiguous U.S.States
Year
1984
1985
1986
1987
1988
1989

— Price/Acre----Montana 48 States
264
782
222
679
204
595
167
547
164
5 6 4 Federal Reserve.
167
597

Table 2: Montana Farm Debt
Debt ($1,000,000)
Debt/Asset Ratio

---------------- Y e a r ------------------------1984
1985
1986
1987 1988
3.983.5 3,717.6 3.349.9 3.032.3 2,775.2
0 224
0 23°
0 239
0 213 0 ,88

Sources: USDA and Federal Reserve.
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happens and what is expected to happen to ex
ports in late 1990 and beyond. Exports will de
pend upon “give away” programs as well as sales
which are heavily influenced over the long run
similar
to
by exchange
rates. Current optimism in wheat
prices due to reduced stocks must be dampen
ed by the dollar’s recent gains. Therefore, it is
likely that the price of wheat will be about
$4/bushel and barley about $2/bushel.
Government payment will be less of a factor.
A wheat price of $4/bushel means government
payments will be substantially reduced.
C attle. Unlike grain, beef is almost totally
a domestic market with little export or imports.
Beef cow numbers provide an indicator of future
beef production which, to a large extent, deter
mines beef prices. Since 1986, beef cow numbers
have been relatively static — about
33-34,000,000 head. Furthermore, replacements
continue to hover around 5,150,000 with a small
recent increase. Current cattle price levels are
likely to continue for another year. However,
current prices are sufficiently strong to en
courage cattle herd expansion, which will even
tually depress, prices. It is difficult to predict
when that expansion will occur, but the impact
on prices from expansion would be lagged over
at least a year and possibly two to three years.
L and Prices. M ontana’s land prices may
have bottomed out in 1988—one year after the
national low point in 1987 (see table 1). Cash
rent-to-value ratio in Montana is above 8 per
cent, which is higher than the expected long
term average of 6.7 percent. Land prices are ex
pected to rise at a rate only slightly higher than
the rate of inflation.
A gricultural Finance. Farm debt (table 2)
has declined dramatically in Montana since
1984. While it is unknown how 30 percent of
the debt was liquidated, it is likely that a
substantial component came from farmer
reserves.
Farm labor income is likely to remain in the
$450-$500 million range in 1990. Grain stocks,
exchange rates, and beef cow numbers should
be longer term indicators of Montana’s
agricultural economy.
□
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Recent Developments In Montana’s
Metal Mining Industry
By Robin McCulloch

Robin McCulloch discussed
Montana's mining industry. A
mining engineer,
ne is a start tiela
agent for the
Montana Bureau o f
Mines and
Geology at
MontanaTech in

^
fM

ver the last
\m |||g g || years,
JW M o n tan a’s
m ining
industry has been
recovering from earlier
declines. In 1988, the
gross value of mine
production of coal,
metalliferous ores, and
industrial minerals rose
to $800 million. A 62
percent increase in the
value of metal ore
production over the
previous year
accounted for m uch of
this improvement.
W ith several major
new developments in
the last year, metals
production should
show a significant
increase again in 1989
when production
estimates become
available. In the
spring, Pegasus opened
its third mine in the
state—the Beal
M ountain M ine, and
purchased Pangea’s
operation in Basin
Creek for $26 million.
N oranda, Inc., in a

Montana Business Quarterly /Spring 1990

joint venture with
M ontana Reserves
Com pany, started an
18,000 foot decline to
the copper-silver
deposit th a t it
purchased from U .S.
Borax and Chemical
Com pany. In the fall,
Am erican C opper and
Nickel Com pany and
Hom estake M ining
Com pany held the
grand opening for the
joint venture M ineral
Hill M ine.
G old Fields has
entered the predevelopm ent stage on
its Elkhorn deposits
and has expanded its
investigation of the
geology and metallurgy
at the site. C hrom e
C orporation of
America is conducting
a sizable predevelopment and ore
‘definition program in
the Stillwater complex.
T he results of their

feasibility analysis
suggest high potential
for developing a
chrom e industry in
M ontana.
A num ber of very
promising exploration
projects are in progress
in the state. T he
primary exploration
target is gold, although
companies have begun
to show m ore interest
in copper and
tungsten. O ne of the
most significant
exploration programs is
by C row n Butte
Resources in the New
W orld District near
Cooke City. This
high level of interest in
the metal mining
industry in the state
should continue,
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OIL AND GAS
Figures 1,2, & 3
U.S. Refinery Costs for Crude Oil

Oil and Gas Drilling in Montana

Oil and Gas Exploration and
Extraction Employment in Montana

Source: Energy Information Administration, U.S.
Department o f Energy ( ‘preliminary estimate by the
University of M ontana, Bureau o f Business and
Economic Research).

Source: Oil and Gas Conservation Division, Montana
Department of Natural Resource & Conservation
('prelim inary estimate by OGCD).

Source: Bureau o f Economic Analysis, U.S. Department
o f Commerce ( ’preliminary estimate by the University of
M ontana, Bureau of Business and Economic Research).

Historically, a fairly sim ple and straightforward set of relation
ships have governed employm ent in oil and g a s exploration and ex
traction in Montana. Employment in any given year essentially
depends upon how much oil and gas drilling is done during the
year. In turn, the level of drilling activity, not only in Montana but in
m ost oil and gas producing regions of the United States, largely
depends upon the general level and direction of crude oil prices

(and, to som e degree, natural g a s prices).
Crude oil prices in Montana follow crude oil prices nationally, and
dom estic oil prices in the United States are generally dictated by world
oil prices.
Under this set of relationships, employm ent in Montana’s oil and gas
industry is heavily influenced by the changing world price of oil. This is
clearly depicted in the graphs above.

Montana’s Oil and Gas Industry
An Industry
Slow To
Recover
By Larry D. Swanson

Larry Swanson discussed, the
outlook for the state’s oil and gas
industry. He is currently finishing a
major report on this industry as part
of the Bureau’s Natural Resource
Industry Research Program.
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started to look a little brighter. The
il and gas exploration
rate of employment loss slowed to 11
and extraction employ
percent in 1987 and to 4 percent in
m ent in M ontana
has fallen in every year
1988. Drilling activity had also begun
to stabilize.
except one since 1981. The major
issue
After substantial yearly declines in
regarding the industry at this
the number of oil and gas wells drill
time is whether or not the worst is
ed, 1988 saw only a slight decline. The
behind. Last year at this time, we
thought that the state’s oil and gas
number of wells drilled decreased from
348 to 322. It seemed as if 1989 might
employment might have stabilized in
be a more stable year for the oil and
1988. We thought 1989 would be a
gas industry. But, instead of stabiliz
more stable year—perhaps even a turn
ing or even improving in 1989, ex
around year if oil prices had im
proved. Instead, 1989 returned to
ploration and extraction employment
substantial declines in exploration and
continued to decline.
extraction employment. This article
A preliminary estimate by the Board
of Oil and Gas Conservation indicates
focuses on past and emerging trends
that in 1989 Montana’s oil and gas
in the oil and gas industry.
drilling totaled about 245 wells. Roy
In 1985, employment in exploration
Boles of the Montana Oil Journal, who
and extraction dropped by 20 percent,
has been tracking drilling activity in
and by 29 percent in 1986. In 1987,
Montana and surrounding states for
the industry’s employment situation

O
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many years, estimates total drilling in
the state at only 219 wells.
If these estimates turn out to be ac
curate, it will mean that oil and gas
drilling in Montana in 1989 is the
lowest total on record since the state
began to keep drilling records in the
late 1940s. The Federal Bureau of
Economic Analysis will not have
Montana’s 1989 unemployment data
for several months. However, based
upon drilling estimates, employment
data should show at least another 20
percent drop in exploration and ex
traction employment, which amounts
to about 470 workers or more. After
dropping by only 4 percent the
previous year, this further indicates
that the anticipated turnaround in the
industry has yet to occur.
Included in this loss are most of the
employees of the largest exploration
and production firm operating in the
state, Meridian Oil Company, a sub
sidiary of Burlington Northern. Meri
dian pulled most of its employees, once
numbering close to 200 workers, out
of its Billings office last summer. Some
were laid off while others were transfer
red to the company’s Denver and
Houston offices.

and, more recently, in 1989 (see figure
4).
The lack of response to improving
oil prices is in part a reflection of the
industry’s overall financial condition,
particularly among independent oil
producing firms that account for 70 to
80 percent of the exploration and drill
ing activity in the continental United
States. In the first half of the 1980s,
oil producing firms’ expectations were
very high, as was drilling activity and
the investments behind it. When oil
prices suddenly plunged in 1986, the
industry and its investors were caught
in the midst of a huge investment
outlay for drilling. The industry’s abili

ty to meet these large financial re
quirements quickly deteriorated as oil
prices fell, a situation which brought
many Texas financial institutions that
were heavily into oil and gas drilling
loans to their knees.
Independent oil producers are now
finding it difficult to attract outside in
vestor interest in oil and gas drilling
ventures. High-income individuals,
who provided industry financing
through limited partnership ar
rangements, have become discourag
ed because of the drastic reduction of
marginal income tax rates and other
changes under federal income tax
reform measures adopted in 1986.

Figures 4 & 5

U.S. Exploration Activity vs. Crude Oil Prices

Recent Nationwide
Drilling Trends
fter the sudden collapse of oil
prices in 1986, the long
standing relationship between
oil prices and drilling activity in the
United States appears to have broken
down. In the past, when oil prices rose,
drilling activity responded according
ly. When prices declined, so did ex
ploration and drilling activity. While
the number of oil and gas drilling rigs,
and the seismic crews in the field
declined as oil prices fell in 1986, these
indicators of exploration activity have
been reluctant to follow oil prices back
up when they improved both in 1987

A
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Sources: Energy Information Administration, U.S. Department of Energy, and,
Bureau of Labor Statistics, U.S. Department of Labor.
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nother major factor in the industry’s slow response to rising
oil prices is that most industry
experts don’t expect these improved
prices to last. In recent years, as U.S.
oil production has fallen with falling
oil prices, nations such as the United
Kingdom, Brazil, Columbia, Angola,
and Syria have increased production.
Meanwhile, OPEC (the Organization
of Petroleum Exporting Countries) has
been trying to make room for Iran’s
and Iraq’s increasing production levels
as they restore production after an end
to their extended war. During the last
year, OPEC production steadily grew,
going well beyond its earlier announc
ed quota of 18.5 million barrels per
day. OPEC production reached 22
million barrels per day in the fall and
was averaging more than 24 million
barrels per day at the end of the year.

A

In a November meeting, OPEC na
tions raised their quota goal to 22
million barrels per day for the first half
of 1990. However, industry analysts
say that even if OPEC is able to cut
output back to this newly-set quota
level, it still may be “oversupplying the
market by at least one million barrels
a day.”1
Most industry analysts expect fair
ly low oil prices, at least in the next
couple of years. For example, the
W harton Economic Forecasting
Associates’ (WEFA) most recent fore
cast is that the U.S. refiner acquisi
tion cost of crude oil will drop to an
average of about $18 a barrel during
the first quarter of 1990 (down from
more than $19 to $20 in the last
quarter of 1989) and will average only
$16.38 for all of 1990.2 The average oil
price for 1991 is projected at $1 higher.

f these price forecasts turn out to
be accurate, the oil and gas in
dustry in Montana and through
out the United States will remain
largely stagnant, at least for the next
year or two. At the same time, there
are other factors weighing heavily on
the future of Montana’s oil and gas in
dustry. One is the potential size of re
maining oil and gas resources in the
state. In spite of extensive drilling in
Montana in the early 1980s, the level
of crude oil production continued its
long-term decline from a peak in 1968.
Natural gas production in Montana
also peaked sometime ago (1973).
There haven’t been any major
discoveries of substantial, new deposits
of oil and gas in the state for many
years.
Considerable attention has been
focused upon the Overthrust Belt
along the Rocky Mountain Front as,
perhaps, the state’s last remaining, ma
jor new source of oil and gas.
However, drilling in this area has
yielded only limited results. A federal
government study recently reports

that 219 oil and gas wells have been
drilled in the Montana Overthrust
beginning in 1898. Only five proved
successful, with four of these concen
trated in the Blackleaf-Knowlton gas
field in Teton County.3 More recent,
deeper drilling in this region resulted
in dry holes.
Finally, a recent nationwide survey
found that deteriorating financial con
ditions among oil and gas producers
has led to the shutdown and abandon
ment of many marginal U.S. oil wells.
Stripper wells, or wells producing less
than ten barrels of oil per day, have
become increasingly unprofitable to
keep operating, and an estimated
70,000 of these wells have been clos
ed since 1985.4 This does not bode well
for Montana since more than half of
the state’s producing oil wells are strip
per wells.
This combination of factors suggests
that Montana’s oil production (which
accounted for 80 to 90 percent of the
total value of oil and gas produced in
the state) will continue to decline.

I

□
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FOREST PRODUCTS

Charles E. Keegan III, the Bureau’s director of forest products
industry research, outlined the outlook for the state’s forest products
industry. A more detailed look at the industry, including data for
local areas, will be featured in the summer issue of the Quarterly.

Forest Products

ontana’s forest products industry suffered through some
very severe market conditions
in the early 1980s. After the in
dustry rebounded from that period, it enjoyed
By Charles E. Keegan
record production and sales in 1987. Production,
sales, and employment were slightly lower in
1988 and 1989 (figures 1 and 2).
Figure 1
Strikes were the story in 1988. They affected
Lumber Production
20 percent of the state’s sawmill capacity for
Montana
three months. This led to lower production,
Million
1960-1989
sales, and employment for that year. I believe
Board Feet
that without the strikes, 1988 production would
Lumber Tally
have exceeded 1987 levels.
With the strikes, M ontana’s 1988 forest pro
ducts industry sales were $875 to $900 million.
These sales figures are down $50 million from
1987 levels, in constant 1988 dollars. Employ
ment in 1988 was also down from 1987 levels.
There were about 200 fewer full-time workers
in 1988 than there were in 1987.
In 1989, timber supply problems, as well as
a period of very cold weather in February, reduc
ed production and sales. The cold weather af
Source: Western Wood Products Association,
fected production b u t probably not
Statistical Yearbook o f the Western Lumber
employment.
Industry.
The supply problems were due primarily to
Figure 2
disruptions in the federal timber program in a
Plywood Production
number of Montana’s national forests. Through
Montana
1989, statewide mill curtailments and closures
1960 -1989
Million
have had a minor impact on employment. We
Square Feet
do not have the final numbers for 1989, but the
3/8" Basis
impact on employment should be about the
same as the strike—200 workers out of more
than 11,000 workers.
As you can see, the impact of the timber sup
ply problem statewide has not been large.
However, in some specific areas, such as
Beaverhead County, timber supply problems
have had a substantial impact.
In looking to the short- and long-term future,
I believe the potential exists for much more
substantial impacts than we have seen so far.
Source: Derived from data provided by the
American Plywood Association.
Timber supply is the major issue affecting the
industry.

M
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FOREST PRODUCTS

“My projection for the 1990-1992 period is
more optimistic. I project the average
annual employment statewide will be
down 300-500 workers per year from 1989
levels... m

Figure 3
Sales Value of Wood and Paper Products
Montana
1976 -1989
Millions
of 1988$

Sources: University of Montana, Bureau of
Business and Economic Research, Current Forest
Industries Information System and Western
Wood Products Association, Statistical Yearbook
o f the Western Lumber Industry.

T im ber Supply. Let me quickly summarize
the timber supply outlook based on analyses
done by the state of Montana Division of
Forestry, the U.S. Forest Service, and the Univer
sity of Montana School of Forestry. Analyses
done by these organizations during the
mid-1980s indicated very tight timber supplies
in the 1990s, given that national forests sell their
full allowable sale program. They projected a
shortfall in about the year 2000 as the harvest
on industrial lands declines. So the outlook was
for a timber supply shortage in about a decade.
Given recent developments on the national
forests, Montana’s timber industry now faces a
short-term problem in addition to the longerterm problem identified in the timber supply
analyses. Let’s look first at the short-term situa
tion, 1990 through 1992. To do that, we need
to focus on what is happening on the national
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forests in Montana. Figure 5 shows national
forests have been selling substantially less than
the allowable sale quantity (ASQ) prescribed
under the full implementation of the national
forest plans.
In fiscal 1989, the shortfall was approximate
ly 135 MMBF. In fiscal 1988, the national forests
in Montana undersold their ASQ by 30 percent
or 171 MMBF. The shortfall over these two years
represents approximately 12 percent of the
average annual volume of the timber Montana’s
industry processed over the last 5 years.
The sales shortfall has not been translated
directly into production declines because:
• The mills in Montana had a substantial
backlog of national forest timber under con
tract in the mid-1980s. This cushioned
shortfalls in the sale program thus far; the
increased private harvest also helped.
• The uncut volume under contract has fallen
to a very low level—lower than at any time
since 1962 (figure 4). Because of the low
volume under contract, shortfalls in the na
tional forest timber program in 1990, 1991,
and 1992 will translate more directly into
production curtailments than have past
shortfalls.
It is not easy to pinpoint the cause of the
shortfall. National forest officials indicate that
the reduced sale program is a result of the dif
ficulty encountered in fully implementing the
national forest plans. The national forests in
dicate a number of reasons. They include:
• Court decisions and appeals affecting
timber sales, compounded by the lack of a
resolution of the wilderness issue;
• New old-growth timber management re
quirements;
• Threatened and endangered species con
straints;
• Cumulative effects on national forest sales
from harvest on private lands; and
• The severe fire season of 1988, although fires
did give a temporary boost to the program
on some forests in 1989.
These and probably some that I did not list
have resulted in the sale program falling below
the harvest level prescribed in the forest plans
(ASQ).
What are the implications of this shortfall? I
believe we are certainly looking at measurable
impacts on employment. If I assumed that the
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FOREST PRODUCTS
Figure 4
Uncut Volume Under Contract
Montana National Forests
Millions of
FY 1962-1989

board feet,
Scribner

Figure 5
Annual Timber Sale and Harvest Level
Montana’s National Forests
Millions of

F Y 1085 - 1080

Source: Derived from data provided by the U.S. Forest Service, Region 1.

last two years’ sales offerings on the national
forests were going to be permanent and not
replaced by other sources of timber, I estimate
a decline of 800 to 1,200 average annual full-time
equivalent workers.
My projection for the 1990-1992 period is more
optimistic. I project that average annual employ
ment statewide will be down 300-500 workers
per year from 1989 levels, due to the difficulties
with the national forest timber program.
The level of the projected decline is based on
two assumptions:
• Private harvest does not decline over that
period and, in fact, some additional timber
from small private ownerships will be
available in response to higher prices for
timber. (Spot market prices were up 20 to
40 percent from September 30, 1988 to
September 30, 1989.)
• Problems on the national forests can be
resolved in the next two to three years, with
the sale program increasing to the allowable
sale quantity (ASQ) presented in the forest
plans by 1992.
Long-Term O utlook. Looking out into the
latter 1990s, I still see timber availability as the
main determinant of the size, structure, and
employment level in the forest products industry
in the next ten years. Timber supply projections
made in the mid-1980s indicated a shortfall
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statewide in about the year 2000 as industrial
private harvest rates decline substantially. The
shortfall probably will come sooner than
predicted because of higher than anticipated
harvest levels on industrial lands in the last five
years. A new timber inventory for Montana,
to be completed this year, should provide a
clearer look at timber availability on private
lands.
□
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COAL

M ontana’s
Coal
Industry
By Paul E. Polzin
Paul Polzin discussed the state’s coal industry. He
completed a major report on that industry a few years
ago, and has monitored its economic health since then.
et’s say you are an electric utility
in Des Moines or Omaha. Where
would you buy your coal? Montana
or Wyoming?
Wyoming would be the logical choice since
the rail miles are shorter to the Wyoming sites.
Similarly, if your company is located in Min
neapolis, you would buy coal from Montana
since the rail miles are shorter.
In order to understand M ontana’s coal in
dustry, you first have to keep a railroad map
in mind. All of M ontana’s coal that is shipped
out of the state goes by rail.
If the price and the chemical content are the
same, a buyer will purchase coal from the source
that can deliver it at the least cost. Montana
has two major coal areas. The first is at Big Sky
which includes the Western Energy mine, the
Peabody Mine, and the Westmoreland mine.
Decker is the other major area, which has the
Decker and the Spring Creek mines. The major
Wyoming areas are just south of Decker, on
those same rail lines.
It is really just that simple. M ontana’s coal
market area is largely determined by calculations
such as rail miles. For the most part, Montana’s
coal market area consists of North Dakota, most
of northern Minnesota, and the middle area of
Wisconsin. That is where the delivered costs are
least.
Wyoming’s coal market is to the south.
Almost all the utilities in the Southeast and
southern parts of the Midwest are closer by rail

L
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to the Wyoming coal fields than to M ontana’s.
Wyoming has a much larger coal market area
and that is one reason why its production is
larger. The state economies in the Wyoming
coal market area have generally grown faster
than those in Montana’s coal market area. The
upper Midwest has not been one of the more
prosperous regions in the last few decades. There
is also another rail route from the Wyoming
fields to Minneapolis and the upper Midwest,
which is not pictured on the map. The railroad
is a partnership between the Union Pacific and
the Chicago and Northwestern Railroads. It
cuts right through the middle of Iowa, and is
a little shorter than the BN lines and it extends
the Wyoming market area into southern Min
nesota.
A second fact to keep in mind is that there
is significant overcapacity in both Montana and
Wyoming. It would be no problem coming up
with an additional 5 or 6 million tons from
either state. This means that agents from both
states are actively bidding against each other.
A third fact is that there has been a signifi
cant change in the way coal is sold. There used
to be long-term contracts between utilities and
mines that specified how much coal was to be
purchased. These contracts often ran for twenty
years or so. Now the contracts are much
shorter, with wide variations in the amount of
coal that can be purchased. For example, a con
tract could be for five years and have a low
minimum and a high maximum tonnage.

Montana Business Quarterly /Spring 1990

COAL
Utilities on the border between the Montana
and the Wyoming coal market areas can sign
contracts with both Wyoming and Montana
mines. Then each year they can choose the
source of coal which minimizes their costs. This
leads to a very competitive coal market. If the
market conditions change and we go back to
a sellers’ market, the long-term contract may
reappear. But given the significant overcapac
ity that now exists, it won’t be for a long time.
Despite a buyers’ market presently and the
geography limiting the size of Montana’s market
area, there are reasons for optimism concern
ing the future. First of all, there is a new railroad
planned called the Tongue River Railroad
which will connect Miles City with the Decker
coal fields. The map shows that the coal from
Decker first has to go south into Wyoming and
then around to Billings before it can be ship
ped to Minneapolis and the upper Midwest. The
completion of this new railroad will cut off
about 150 miles from the trip.
Shortening the rail miles would make Decker
coal fields more marketable. Buyers would be
more inclined to purchase Decker coal because
of reduced delivered costs. Another aspect that
would make Decker more marketable is that its
coal is particularly low in sulfur. Wisconsin and
Minnesota have new laws which will limit the
emission of sulfur dioxide. Some of the older
plants may use the low sulfur coal to try to meet
these new requirements. This would represent
a net increase in the demand for Montana coal.
Also, more and more of the units in the
Midwest are now equipped with some sort of
sulfur scrubbers. This would make the relatively
low sulfur coal around Big Sky appealing. This
coal contains low sulfur by national standards,
but has more sulfur than the Decker coal.
The other piece of good news concerns Meri
dian’s proposal to open an underground mine
near Roundup. This would be a relatively small
mine with potential output of about 3 million
tons per year at capacity. The important thing
is that the chemical characteristics of this coal
are somewhat different from that mined
elsewhere. For example, it has a higher Btu con
tent and it would appeal to customers who are
not now served by existing Montana mines.
Therefore, it does not represent competition to
existing mines. One possibility is the export
market. Right now, the first proposed shipments
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Burlington Northern (BN)
■- Owned jointly by Burlington Northern (BN)
and Chicago & Northwestern (C & NW)

Coal Production
Montana
Millions
of Tons

1971 - 1989

Source: Montana Department of Revenue.
* Preliminary

are to customers in Southeast Asia.
In summary, we do not look for any dramatic
changes in Montana coal production since it
is a very competitive market. But there are op
portunities that can be advantageous for
Montana.
Also, remember that there is significant over
capacity in this industry. Therefore, additional
tonnages may be produced with little or no
changes in coal mining employment and labor
income. There would, however, be significant
impacts on Montana state tax revenue.
□
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T h e following served as local business panelists during
the 1990 Economic Outlook Seminars. The Bureau of Business and
Economic Research
thanks them for their
willingness to contrib

Billings
Allen Elliott, Radisson Northern Hotel
Joe Keating, Cenex
A1 Swanson, Deaconess Medical Center

ute to the program.

Bozeman

n
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Jim Brock, Montana State University
Ron Farmer, First Security Bank
Mike Richmond, Montana Power

Butte
Bill Fogerty, Port of Montana
Tom Malloy, New Butte Mining
Dan Regan, Montana Power

Gr e a t Falls
John Carroll, Sheraton Great Falls
Art Renander, Montana World Trade Center
Teddy Rinebarger, Malmstrom Air Force Base

Helena
Jim Crane, Helena Independent Record
Phil Johnson, First Bank
Rose Leavitt, Helena Economic
Development Committee

Kalis p e l l
Mike Kessler, Calumet Manufacturing
Warren McConkey, Flathead Electric Co-op
Les Toews, Evans Farms

Missoula
Orville Daniels, Lolo National Forest
Rich Hammen, Chromatochem
Gene O’Hara, St. Patrick Hospital
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Readers of the M ontana Business Q uarter
ly are welcome to comment on the M BQ , re
quest economic data or other Bureau
publications, or to inquire about the Bureau’s
research capabilities.

The Bureau of Business and Economic Research is the research and
public service branch of the University of Montana’s School of Business
Administration.
The Bureau is regularly involved in a wide variety of activities, including
economic analysis and forecasting, forest products industry research, and
survey research.
The Bureau’s Economics Montana forecasting system is an effort to
provide public and private decision makers with reliable forecasts and
analysis. It is made possible by a generous grant from U.S. West. These
state and local area forecasts are the focus of the annual series of
Economic Outlook Seminars, cosponsored by the respective Chambers of
Commerce in Missoula, Billings, Great Falls, and Helena.
The Bureau also has available county data packages for all Montana
counties. These packages provide up-to-date economic and demographic
information developed by the Bureau and not available elsewhere.
The Montana Poll, a quarterly public opinion poll, questions Montanans
about their views on a variety of economic and social issues. It is
cosponsored by the Great Falls T ribune. In addition, the Bureau conducts
contract survey research and offers a random digit dialing program for
survey organizations in need of random telephone samples.
The Forest Industries Data Collection System, a census of forest industry
firms conducted approximately every five years, provides a large amount of
information about raw materials sources and uses in Montana, Idaho, and
Wyoming. It is funded by the U.S. Forest Service. The Montana Forest
Industries Information System collects quarterly information on the
employment and earnings of production workers in the Montana industry.
It is cosponsored by the Montana Wood Products Association.
The Bureau’s Natural Resource Industry Research Program enables the
Bureau to continuously monitor Montana’s natural resource industries and
improve the public’s knowledge of them and their roles in the state and
local economies. This program provides easily accessible information about
all the natural resource industries. Sponsors are the Burlington Northern
Foundation, the Montana Wood Products Association, the Montana
Petroleum Association, and Chevron USA.
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